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KEY ECONOMIC INDICATORS: MALAGASY REPUBLIC 








A B Cc Percent Change 
C-Corresponding 
1969 1970 1971 Statistic B 
GDP at current prices 809.4 891.7 969.7 (Est) 8.7 
























Per Capita GDP $126.3 


current prices 


$122.4 


Investment as % current GDP 10.2% 16.5% 
of which Central Government Budget 359.4 39.5 NA 
Money supply 1/ 175.0 213-5 253.0 9.5 
Interest rate: 
Central Bank (rediscount 5.50% 5.50% 5.50 - 
Commercial Bank prime 025 9.5 9.5 - 





Commercial bank average (Short & medium T) —_—_—si12.008 12.75% 12.75% - 


Bank deposits 1 ol Li2. 121.9 Se 
Short-term Credits 1/ 107.4 125.1 136.9 11.2 


Central Government Budget Expenditures 149.0 157.8 165.8 5el 

Cost of Living Index 
Malagasy (Jan.1964 = 100) (Dec. ) 115.7 119.1 128.8 8.1 
European (Mar.1962 = 100 Dec. 135.3 141. 155.5 2 

Production Major Agr., Mfg, Mng. Items 
Rice (1000 Metric tons 1,858 1,865 1,902 1.9 
Coffee 57,000 63,000 65,000 3.1 
Graphite 17,114 18,312 20,051 9.4 
Cement (Metric tons 77,079 75,216 76,9350 2.2 
Chromite »77> 141,000 140,000 -0.8 
Sugar 98,060 101,647 93,310 -6.2 
Textiles » 145 6,039 8, O48 55.2 
Refined Petroleum Products: 
LPG (M3 11,891 15,579 15,254 -2.0 
Motor Gasoline 126,936 169,413 153,747 ~9e2 
Jet fuel (kerosene) (M3) 60,091 75,935 —-70, 572 -7-3 
Distillate fuel oil 144,943 180,568 171,305 -5el 
Residual fuel oil 166,518 221,487 212,561 -4.0 
Electricity consumption 131,213 154,513 176,046 13.9 


Foreign Trade: 











Total Exports, FOB 105.2 145.2 147.3 1.4 
Exports to US 24.9 32.9 32. -0.4 
Exports to France 30.1 49.7 50.3 1.2 
Exports to other EEC countries 8.1 10.3 11.9 15.5 

Total Imports, FOB 166. 170.9 215.9 15.1 
Imports from US 10.7 9.7 10.4 7.2 
Imports from France 86.5 93.5 120.5 25.2 
Imports from other EEC countries 30.6 35.4 35.1 7.6 


Main Exports to U.S. (1971) - (Value in million US$): 
Coffee, 15.9; Vanilla, 5.9; Cloves, 2.7; Clove oil, 1.6; Shrimp, 1.0; Sugar, 1.0; 
Graphite, 0.4; Chrome, 0.3. 


Main Imports from U.S. (1971) - (Value in million US$): 

Machinery & equip. (non-electric), 2.7; Electr. mach., apparatus & equip., 1.3; 
Automotive vehicles, tractors, 1.0; Fats and oils, 0.9; Petroleum products, 0.7; 
Scientific apparatus & equip., 0.5; Milk products, 0.4; Aircraft & equipment, 0.4. 


1/ As of end of year. 


SUMMARY 


In mid-1972 the Malagasy Republic experienced a business slump 
which resulted from the uncertainties on the political scene. 
The October 8 referendum victory of the new Ramanantsoa Govern- 
ment should stabilize the political situation and commercial 
activity is expected to return to a more normal pace. 


In recent years Madagascar has exhibited signs of increasing 
change, most notably a marked increase in tourism and an expansion 
of the small industrial sector. Nevertheless, overall economic 
growth has been extremely modest and the country continues to be 
plagued by serious trade deficits. Production of the principal 
staple, rice, has stagnated in the past few years despite develop- 
ment programs in that field. Sizeable foreign investments are 
being made in mineral and petroleum prospecting, but minerals 
still comprise only a small part of total exports which are domi- 
nated by a few agricultural products. Expansion of the road 
system into remote areas and agricultural diversification have 
been priorities in the government's development program. Efforts 
are now being made to attract foreign assistance and private 
investment for the construction of a large drydock and port 
facility in Narinda Bay located in an undeveloped area of north- 
western Madagascar. 


Though French economic ties dominate, the Malagasy in recent years 
have widened their commercial contacts and the present Government 
is expected to continue that trend. Japanese economic interests 
in particular have grown steadily in recent years. U.S. exports 
to Madagascar continue to encounter difficulties as a result of 
market orientation toward French sources of supply and the import 
preferences enjoyed by products from France and the other EEC 
countries. To date, American investment has been limited largely 
to petroleum product distribution and to mineral and oil pros- 
pecting. The new Malagasy Government has expressed its interest 
in attracting foreign investment, and the receptivity of the 
economy to foreign business can help American firms wishing to 
give Madagascar a try. The Government's Office of Industrial 
Development and Promotion has been seeking investors for a number 
of industrial enterprises and the livestock industry appears to 
have considerable growth potential, well worth the attention of 
American business. 


I. CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Decline in Commercial Activity 


In late May 1972, following a short period of limited civil strife, President 
Tsiranana turned over "full powers" to Army Chief of Staff, Major General 








Ramanantsoa. Until the October 5 referendum, in which the new government 
received public endorsement to continue to rule for five years, the country 
experienced a period of considerable political uncertainty. The anxieties 

of the public and of the business community were reflected in a general 
slowdown of commercial activity. Retail trade dropped off and many businesses 
preferred to drawdown their inventories rather than commit funds for pur- 
chases from local manufacturers or for imports. Both Malagasy and foreign 
businessmen delayed new investments, construction programs and other commit- 
ments and there was some drop in employment. Often exaggerated news reports 
emanating from Madagascar also scared away many foreign tourists. Asa 

result of this temporary slump, shortages of some imported goods and increased 
unemployment will undoubtedly plague the economy for some time. However, it 
is now expected that the victory of the Ramanantsoa Government in the 
referendum will reestablish public confidence and that commercial activity 
will begin to return to a more normal pace. 


Tourism and Signs of Change 


In the past few years there have been increasing signs of change in Mada- 
gascar-- signs that this "Island at the End of the World" has at last been 
discovered. In Tananarive, the capital, a new Hilton Hotel now shares the 
skyline with such symbols of precolonial Madagascar as the Queen's Palace 
as well as several new modern office buildings. Since its opening in early 
1970 the Hilton has helped attract an increasing number of foreign tourists-- 
in 1971 approximately 10,000 visited the island compared to 3,000-4,000 the 
year before. A casino which opened at the Hilton in August should prove to 
be a further.attraction. Perhaps partly because of the new hotel facilities 
a rising number of foreign businessmen have come to explore Madagascar's 
business and investment opportunities. Japanese businessmen, in particular, 
are seen with increasing frequency. 


Tananarive has also exhibited other signs of growth and change. In several 
industrial parks around the city, the number of new, small factories has 
grown slowly but steadily. The number of new cars sold has increased almost 
every year, and the suburban sprawl of modern homes and rush hour traffic 
jams are telling indicators of growing prosperity in the capital area. 


Outside of Tananarive, tourist facilities are also being improved. In the 
highland city of Antsirabe the Government has invested over $3 million in 
the renovation of an existing tourist hotel. AGIP, which already has a 
hotel-motel in the capital, is planning the construction of an additional 
motel in the west coast city of Majunga. Another Italian firm is presently 
studying the possibility of a tourist hotel on an island on the other side 
of the country. The largest tourist development program, however, has been 
on tropical Nossi-Be island where hotel, airport, and recreational facili- 
ties are being expanded and modernized with the assistance of foreign aid 
and private capital. 


When these projects are completed, this should be an additional shot in the 
arm for the country's infant tourist industry. While Madagascar has been 
included with increasing frequency in recent years in international package 
tours, many tourist groups have had to be turned away for the want of 
adequate hotel accomodations outside of Tananarive. 


Limited Growth and Inflation Problems 


An expanding tourist industry and increasing interest by foreign business 
have been refreshing signs for an economy which has known, at best, very 
modest growth. During 1965-1969 Gross Domestic Product (GDP) grew at an 
estimated 4-5% annually in constant terms. The rise in per capita income 
was a great deal less, however, since the population has been growing at 

a rate of about 2.2% per year. The year 1970 was a happy exception-- the 
growth of GDP surged to an estimated 6-7%, largely as a result of a fortu- 
nate coincidence of excellent crops and unusually good world market prices 
for many of the country's important agricultural products. 


Growth of GDP in 1971 slumped to a more normal and disappointing rate-- an 
estimated 4%-- as agricultural production dropped and the pace of industrial 
development slackened. Statistics available for the first eight months of 
1972 strongly suggest that overall growth during this year will also be 
extremely modest. As an agricultural country whose foreign earnings are 
largely dependent on the sale of a few tropical products, Madagascar's 
growth in the foreseeable future will continue to be influenced heavily 

by the vagaries of the climate and world commodity prices. The previous 
Malagasy Government had projected for the period of a proposed Second 
Economic Plan (1972-1974) a modest, but probably realistic average annual 
growth rate of 4.6%. It remains to be seen whether the new Government will 
be able to pump new vitality into the sluggish economy. 


For 1972, the first year of the proposed Second Economic Plan, the former 
Malagasy Government had anticipated a 6.8% increase in overall expendi- 
tures in the central government budget. About half of the increase was 
intended to finance new capital investments, primarily new roads and agri- 
cultural development. The new Government, however, has not gone ahead 

with this Second Economic Plan. Instead it initiated an austerity program 
and eliminated several existing taxes. In spite of this, it is likely 

that the central government budget will be of the same general magnitude 

as in 1971. During that year central government expenditures totalled 

$193 million, and receipts were $180 million, with the deficit being 

covered by foreign borrowing and some drawdown on Malagasy Treasury holdings. 
Government operating expenses accounted for about 76% of total expendi- 
tures with capital investments an additional 21% and debt servicing about 
3. The most important source of revenue was import duties, which accounted 
for 30% of the total, followed by the transaction sales tax (164), income 
taxes (15%), and various excise taxes (11%). 








Although since Independence in 1960 Madagascar has not been faced with 
serious long-term inflation, during 1971 and early 1972 steadily increasing 
prices of many items have caused considerable anxiety for both the con- 
sumer and the government. Reflecting these price rises, the cost of 

living for the average Malagasy family in Tananarive increased almost 12% 
from December 1970 to February 1972. In large part the inflationary trend 
has been due to the higher prices Madagascar has had to pay for its imported 
goods-- in turn the result of increased production costs in the industri- 
alized countries and several international freight rate hikes which have 
upped shipping costs by about 25% since 1971. Since the second quarter of 
1972 the cost of living has levelled off, and the price of some consumer 
items has in fact dropped. This has undoubtedly been the result of the 
general slump in commercial activity described above, coupled with the 

more stringent efforts of the new government to prosecute violators of 
price ceilings. The present government, like its predecessor, also con- 
tinues to impose strict limitations on credit as one means to counter 
inflation. 


Trade and Payments Deficits Continue to Plague Economy 


Madagascar has a perennial trade deficit-- the only question each year is 
just how much of a deficit. The worst deficit was experienced in 1969 when 
exports equalled only about 63% of imports in value terms. The following 
year export earnings soared to the equivalent of about 85% of imports, a 
record high. A more normal trade pattern developped in 1971 when exports 
equalled only 69% of imports, for a deficit of $67.6 million. While total 
export earnings actually increased slightly over 1970 the value of imports 
jumped 25%. Increased purchases of industrial equipment and foodstuffs 
accounted for much of the rise in imports, but the higher cost of imported 
goods and of associated transportation expenses were also important factors. 


Following two years of balance of payments deficits which totalled together 
$15 million, the better-than-average performance of the export sector in 
1970 allowed the country to post a $21 million surplus. During 1971 the 
country dropped again into the red on its balance of payments for appro- 
ximately $2.3 million. 


Rice Production and Agricultural Diversification 


Efforts to increase the production of rice, the country's major staple crop, 
have absorbed a substantial portion of government's investment funds for 
years. While the new government has not yet fully defined its specific 
developmental goals, emphasis must continue to be placed on rice production 
if it is to keep pace with population growth. (French, German, EEC, and 
World Bank aid has already been committed to rice production programs and 
the new government can be expected to continue these.) While the production 
of rice increased 18% between 1965 and 1968, output stagnated at about the 
same level in 1969 and 1970. During 1971 production reached 1901 thousand 


tons, an increase of only about 2%. Madagascar exports high quality rice 
primarily to France and Reunion while importing cheaper varieties from 
Brazil, Thailand, Burma, and other countries whenever necessary to meet 
its own needs. In 1971, though imports exceeded exports by about 7,000 
tons, net earnings for the economy amounted to $800,000. 


In recent years diversification of agricultural production has also been 

a major goal of the government's development program. Considerable invest- 
ment has been made in cotton production with excellent results; output 
more than tripled from 1966 to 1971 when production reached 23,000 tons. 
Other agricultural programs include the development of orange, palm oil, 
and coconut plantations and the cultivation of cocoa and tea on experi- 
mental farms. One of the largest projects is a 1,000 hectare palm oil 
plantation near Tamatave where the government is also constructing a palm 
oil processing factory. 


Madagascar's zebu cattle population--now numbering about 9 million-- is 

a resource of great potential which has obviously not been adequately 
exploited in the past. (Cattle, meat, and other animal products if taken 
together, nevertheless, comprise the country's third largest export after 
coffee and vanilla.) Increased efforts are now being made to develop a 
more up-to-date cattle industry. With the assistance of the World Bank, 
the Malagasy Government has established a complex of six ranches for the 
upgrading of breeding stock, and in November 1971, 225 brahmin cattle were 
flown in from the United States for those ranches. Two European firms, 
with the participation of the Malagasy Government, are presently establishing 
a feedlot program for the fattening meat cattle in Majunga province and 
other areas. The French Government is assisting in the construction of 
slaughterhouse at the port of Majunga, and it is hoped that the feedlots 
will in time support a sizeable meat-exporting operation. The Government 
is also considering a proposal submitted by several American ranchers for 
the establishment of a large cattle ranch near Morondava, the site of a 
new slaughtherhouse. 


Industry Shows Vitality 


Madagascar's small industrial sector has experienced steady growth in recent 
years at a rate somewhat above that of the economy in general. Growth was 
particularly sharp in 1970 when the value of industrial output in current 
prices rose about 1%. Though overall growth of this sector was undoubtedly 
less in 1971, output in most industries went up during that year as well. 
Reflecting this growth, industrial consumption of electric power rose 35% 

in 1970 and 10% in 1971. Production of electricity expanded by 13-14% 
during 1970-1971, almost twice the rate achieved in 1969. 


Restrictive quotas imposed by the Malagasy Government on all cotton and 
artificial fiber textile imports gave new life to cotton textile production 
which soared 46% in 1970 and went up a respectable 35% in 1971. Further 








restrictions on imported textiles applicable since July 1972 should spur 
additional increases in domestic production. The largest of the country's 
two cotton textile plants completed an expansion program in early 1972, 
and another firm will soon begin production of synthetic fiber textiles 
under a license contract with a French firm. 


The SMR Petroleum Refinery in Tamatave posted 20-30% gains in the output 

of all its major products during 1970. Production dropped in 1971 as a 
result of a reconstruction program which has now expanded the annual capaci- 
ty of the refinery by 25% up to 700,000 tons of crude. Among the new 
industrial operations to have been constructed during the past year are a 
gelatin factory in Tananarive and a Nestle's canned milk factory in Antsirabe. 
The shoe manufacturing firm BATA moved into a new, larger plant on the out- 
skirts of Tananarive and is now planning the construction of a tannery at 
the same location. Landrovers and Mercedes trucks have been added to the 
list of vehicles assembled in Madagascar, and in early 1972 the American 
company Singer opened up a small sewing machine assembly plant in Tanana- 
rive. 


Oil and Mineral Prospecting Attracts Foreign Investment 


Eleven foreign oil companies, including seven U.S, firms, are participating 
in petroleum prospecting either directly as research operators or as share- 
holders. An estimated $50 million has already been invested in both onshore 
and offshore prospecting. Although the nine wells drilled so far have 
revealed no traces of exploitable oil, several firms are continuing seismic 
studies, and one American firm is presently undertaking another drilling 
operation. 


The French firm Pechiney and the Malagasy Government have established a 
joint stock company to study the feasibility of exploiting the Manantenina 
bauxite reserves estimated at 70,000,000 to 100,000,000 tons. Bethlehem 
Steel and the Italian company Montecantini Edison are now exploring the 
extent of titanium deposits in two different prospecting permit areas along 
the eastern coast. U.S. Steel also has recently obtained a permit for 
titanium and other mineral prospecting around Fort Dauphin. Several French 
firms plus the South African firm known as the Anglo-American Corporation 
have put in sizeable investments in nickel prospecting. 


With the opening of the COMINA mine in Andriamena, production of chromite, 
presently the country's most valuable mineral, went up from the 1969 level 
of 45,000 to 140,000 tons in both 1970 and 1971. Export earnings from 
chromite more than tripled from 1969 to 1971 but the prospects for 1972 
are extremely bad as a result of 10% cut in the world market price and 
reduced purchases by the country's second largest customer, Japan. The 
value of exports of mica, seriously affected by a declining world demand, 
dropped about 80% during the period 1969-1971. As a result production of 
this mineral has been significantly cut back. 


Tt 


Important Infrastructure Projects Underway 


Tamatave, the country's major port, and presently one of its chief transpor- 
tation bottlenecks, is being enlarged and modernized with the assistance 

of a $15 million World Bank loan. The port has been reorganized as a semi- 
autonomous government authority and will be managed for three years by a 
group of foreign specialists under contract with the World Bank. Recon- 
struction on segments of the Tananarive-Tamatave, in part financed by a 
USAID loan, is continuing. A road expansion program which is intended to 
open up hitherto isolated areas is being assisted by aid from France, 

Italy, Germany, the European Development Fund, and the World Bank. 


II. IMPLICATIONS FOR THE UNITED STATES 
Political Environment 


The new Government of General Ramanantsoa has announced that it intends to 
broaden Madagascar's international contacts, and in September 1972 it 
declared its intention to open diplomatic relations with the Soviet Union. 
Madagascar signed commercial agreements with the Soviet Union and three 
other socialist countries several years ago but trade and other contacts 
have been minimal. Despite the recent move, it is likely that the new 
Malagasy Government will maintain the country's close friendship with the 
West to which it is linked economically. As a result of public pressures, 
however, the Government can be expected to take steps toward greater 
independence of France in both the political and economic spheres. Never- 
theless, need for continued French aid and French markets for the country's 
exports will undoubtedly continue to be factors influencing the policies 
of the Malagasy Government. 


In its public statements the new Government has made it clear that it 
believes in the maintenance of free enterprise and private business within 
an overall system in which the state has the prime responsibility for 
planning and directing economic development. The Government has declared 
that it welcomes both foreign and domestic private investments as long as 
they are in line with the developmental needs of the country. At the same 
time there will undoubtedly be increased emphasis placed by the Government 
on pursuing the expressed goal of the "Malgachization of the economy", 
that is, on the development of Malagasy enterpreneurship and the replacement 
of expatriate personnel by Malagasy employees in both the private and 
public sector. 


In May 1972, President Tsiranana completely cleared the United States 
Government of charges he had made against it the previous year. As a 
result, relations between the two governments which in the past had been 
excellent returned to normal. 
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Widening Commercial Contacts 


Ties with France continue to dominate Madagascar's economy. French companies 
control most of the industry, plantation agriculture, banking, and inter- 
national trade. French assistance accounts for about half of all foreign 
aid each year, and Madagascar continues to be a member of the franc zone 
with free convertibility of its currency with the French franc. In recent 
years, however, the importance of this intimate relationship with France 
has begun to diminish and commercial contacts with other countries have 
been developing fairly rapidly. For one thing, since 1968 when Madagascar 
accorded the other EEC countries the same trade preferences given to France, 
their share of the import market has gone up to about 17%--significant but 
still far below France's 55% of the total. 


Perhaps the most impressive development along these lines has been the 
expanding economic relations with Japan, largely the result of intensified 
efforts by both the Japanese Government and private firms in exploring the 
opportunities of Madagascar. While that country's share of Madagascar's 
imports has remained about 3% of the total, exports to Japan more than 
quadrupled between 1968 and 1971. For several years Japanese interests have 
operated a frozen fish exporting business in Tamatave and a canned meat 
factory in Fianarantsoa. During 1972 two other Japanese firms have initiated 
fishing operations and Mitsibishi Oil Development Corp. joined other foreign 
firms in oil prospecting. Reflecting increasing Japanese interest in Mada- 
gascar the Japanese has pledged to provide long-term, low-interest loans to 
the Malagasy Government for the construction of a hydroelectric project on 
the Namorona River and a radio-telephone link between Tamatave and Diego 
Suarez. 


Until mid-1972, economic links with South Africa were also developing rather 


rapidly, paralleling increasing political contacts between the governments 
of the two countries. Imports from South Africa went up steadily from 
$70,000 in 1966 to $3.5 million in 1971, while exports to that country 
expanded from $270,000 to $2.1 million. South African firms were engaged 


in mineral prospecting and the South African Government was providing 


assistance for the development of tourist facilities in Nossi-Be. In 

June 1972, however, the new Malagasy Government announced that it was 
revising its policy of "dialogue" with the South Africa Government but 
affirmed at the same time that the activities of private South African firms 


would still be welcome. It is impossible at this time to predict the long- 


range consequences of this decision. Since then, however, trade has con- 


tinued, though at a somewhat slower pace, and Air Madagascar and South 
African Airways have maintained their increasing popular joint service ° 
between the two countries. 


Expanding commercial activities of these other countries, of course, spell , 


competition for U.S. business. At the same time, however, they signify an 
increasing receptivity of the Malagasy economy to new foreign business 
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contacts, a receptivity that can benefit U.S. firms willing to give Mada- 
gascar a try. There is also one other factor that might help facilitate 
the development of American commercial and investment ties in Madagascar. 
Since the events of May 1972 there has been pressure from some elements 

of the Malagasy public for a diminution of the French economic presence 
and the new Government has already indicated its interest in expanding the 
country's commercial contacts abroad. 


U.S. Slice of Import Market Small 


After France, the United States is Madagascar's second largest customer, 
purchasing on the average 20% of its exports in value terms. These exports 
to United States are largely agricultural--in 1971 coffee alone accounted 
for $15.9 million of the $32.8 million of commodities sold to the U.S. 
Imports from the United States, however, have a much smaller share of the 
Malagasy market--less than 7% in 1970 and only about 5% in 1971. 


One important impediment to the growth of American imports is the general 
orientation of the local market to French sources of supply. Furthermore, 
U.S. sales efforts are seriously hindered by the special import privileges 
enjoyed by France and the other EEC countries whose imports are exempt from 
customs duties and are unrestricted by quota requirements. Imports from 
all non-EEC countries, including the United States, are allowed only on the 
basis of annual quotas established for specific types of products. While 
these quotas have been gradually expanded each year, as long as this program 
is in effect, opportunities for increased U.S. trade will be limited. Asa 
result of these import restrictions, American firms with subsidiaries in 
EEC countries are usually in a stronger competitive position. 


In recent months the Malagasy Minister of Finance and Economy has publicly 
stated that in the future Madagascar would purchase commodities in markets 
where the prices are best. This suggests the government may be considering 
a revision of this import preference system. It is likely, however, that 


if changes are to be made, this will not be until after the 1973 renegoci- 


ation of the Yaoundé II Convention which presently links Madagascar and 
several other African countries with the European Economic Community. 


The following types of American products have enjoyed the best market in 
Madagascar; electrical machinery and equipment, tractors, and earthmoving 


equipment. Other products which have had significant sales increases in 
recent years include parafin, chemical products, tallow, rubber products, 
and cardboard. 


Time to Investigate Investment Opportunities 


Now is the time for American business to take a good hard look at what 
Madagascar has to offer. As many foreign firms have found out in recent 
years, investment opportunities can be developed, and it is believed that 
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the new Malagasy Government, like its predecessor, will pursue a policy of 
actively seeking investors from abroad. In the past the Malagasy Government 
under its Investment Code has provided tax benefits, tariff protection, and 
other incentives to assist new capital investments. (The new Government 

has announced its plans to modify the Investment Code but has not yet defined 
what changes would be made.) Medium term (5 year) loans are available from 
commercial banks at interest rates of 7%. The Malagasy Government also 

makes minority equity investments in some new projects through its Société 
Nationale d'Investissement, and the quasi-public Banque Nationale Malgache 
can provide medium and long term loans. In the past the Government has also 
maintained a liberal policy on the repatriation of profits and capital. This 
policy has been continued by the new Government, although since May 1972 
currency transfer controls previously applied only to transactions outside 
the france zone have been also applied to those within that zone. 


The Malagasy Government's most ambitious investment proposal involves the 
possible construction of a drydock and port facility capable of handling 
supertankers in Narinda Bay, located in northwest Madagascar. If such a 
facility can be constructed, the Government also plans other industrial, 
agricultural, and tourism development for the area around Narinda Bay which 
is now largely unihabited. The Malagasy Government has requested assistance 
from the World Bank and is also considering financing proposals submitted 
by several foreign firms, including one American company. If the con- 
struction of the drydock and port facility can be initiated, it is very 
likely that other business and investment opportunities will develop as a 
result. 


The Malagasy Government's Office of Industrial Development and Promotion 
(BDPI) has also been seeking foreign investors interested in participating 
in the development of a large paper pulp factory in Fianarantsoa to produce 
for the domestic market as well as for export. Other projects in which 

the BDPI would like to interest investors include a cement factory, a tire 
plant, a small electrical equipment factory, a bleach plant, a furniture 
factory as well as several small assembly plants (bicycles, umbrellas, flash- 
lights, locks and keys, buckets, etc.). American firms would also be well 
advised to investigate the possibility of local manufacture under licensing 
arrangements with existing companies. 


As indicated above, livestock production for the domestic market and for 
export appears to be a field of considerable potential which has scarcely 
been scratched. The new Government has already expressed its interest in 
augmenting investments in that sector, and this is an area well worth the 
attention of American business. ‘ 


Problems which will be encountered by American firms considering possible 
investments in Madagascar include the small size of the domestic market and 
factors inhibiting the growth of exports, in particular the high cost of the 
shipping to and from the island. On the other hand, Madagascar has the 





13 


advantage of having preferential access to the European Common Market and 
to the markets of the 19 overseas associate countries. The proximity of the 
large South African market could provide other export opportunities in 
certain fields. Furthermore, a few industrial firms have already demon- 
strated that some export business can be developed in the other islands 

of the Indian Ocean, notably the Comores and Reunion. 
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